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Case 21 Danone: Strétﬁegyy

Implementation in
an International .
Food and Beverage
Company

At the beginning of 2012, Franck Riboud was beginning his sixteenth year as chair-
man and CEQ of Danone, the French-based food and beverage multinational. During
this period, Riboud had transformed Danone from a diversified food, beverage, and
glass container company selling mainly in France, Spain, and Italy, into an interna-
tional supplier of dairy products, bottled water, baby foods, and health foods.

During the next three years, Danone would continue to emphasize international
expansion with a particular focus on large markets which offéred the potential for
double-digit growth rates——in particular: Mexico, Indonesia, China, Russia, the US,
and Brazil, Riboud believed that the growing demand in emerging market countries
for improved nutrition—dairy products in particular—and a growing trend among
consumers in the advanced countries toward healthier eating would underpin
Danone’s revenue and earnings growth, despite the challenges of global economic
uncertainty and rising world food prices.

At the same time, Riboud was concerned over Dancne’s ability to manage its
increasingly disparate business empire. Under the father-and-son team of Antoine and
Franck Riboud, Danone had developed a distinctive management style that combined
strong values with a decentralized, entrepreneurial approach to business development.

As a result, Danone’s approach to international expansion had been opportunistic
and fragmented. In some countties, it had grown by acquisition; in others, by joint
venture or organic growth. Some businesses were buiit around global brands, for
example Evian water and Danone yogurt; other products and brands were specific
to individual countries.

Danone’s entrepreneurial approach to developing international business had
yielded major successes in penetrating new markets, most notably Russia, which
had become Danone’s biggest national market, At the same time, Danone had expe-
rienced some painful reversals; most notably in China, when in September 2009,
after ten years of dispute and acrimony, Danone sold its 51% interest in its drinks
joint ventures to its partner, Wahaha.'

Written by Robert M. Grant and Angela Amodio. The case draws upor an earlier case: “Danone:
The Corporate Strategy of a Food and Beverage Giant,” by A. Amodio and R M. Grant, Copyright
© 2010 SDA Bocecond, Milano. © 2012, Robert M, Grant and Angela Amodio.
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For all Danone’s success in becoming the world’s biggest dairy products company,
its financial performance lagged behind that of other leading food and beverage
multinationals such as Nestlé, Unilever, PepsiCo, and Kraft Foods. These companies
managed through closely integrated, centralized globai business divisions; a more
consistent approach to market development; and with stronger headquarters control
over natioral business units,

Danone’s distinctive management style had been molded by the idiosyncratic
approach of its CEO. “I was never made for this,” Franck Riboud told the Financial
Times. ‘T preferred surfing. I never planned a career path. I came into Danone by
accident.” The same article described Riboud as “rumpled, tieless, favouring zip-up
jumpers and colourful language” and seeking inspiration from people and travel
rather than from management books. There was no doubt that Danone’s unusual
leadership style and freewheeling approach to business development had encour-
aged initiative, adaptation, and growth. But would the next phase of Danone’s busi-
ness development require a more disciplined and systematic management style?

Danone’s Development, 1973-2011

Groupe Danone was created by the 1973 merger between the French glassmaker
BSN built by Franck Riboud’s father, Antoine, and Gervais Danone, a French/
Spanish dairy products company famous for its Gervais fresh cheese and Danone
yogurt. Under Riboud Senior, Danone diversified into beer (Kronenbourg), water
(Bvian), Ttalian cheese (Galbani), biscuits (Lu, Nabisco), sauces (HP), and haby food
(Blédina).

In 1996, Franck Riboud replaced his father as chairman and CEO. The younger
Riboud redirected Danone’s development: divesting the glass, beer, sauces, Ttalian
cheese, and biscuits business and refocusing around four major divisions: dairy
products, water, baby foods, and medical nutrition,® and shifting Danone’s toward
international expansion, especially into emerging market countries.

During his 15 years as Danone’s CEO, Franck Riboud imposed a consistent strate-
gic direction on the group, even before taking over as CEQ he outlined the criteria
guiding Danone’s strategy:

Our priotities for international growth are the businesses where our know-how
equals or betters that of the world leaders. Which of course means fresh dairy prod-
ucts, biscuits and water, But we do not rule out any of our businesses on principle,
provided we can rapidly win strategic weight in the region concerned. As for these
regions themselves, what counts for us is the size of the population and the outlook
for rapidly rising standards of living. Countries in Eastern Europe meet the criteria,
as do those in the Asia-Pacific area, in particular India, Indonesia, Malaysia and
China. The same goes for Latin America, especially Mexico, Brazil and Argentina*

Franck Riboud’s rebuilding of Danone’s business portfolio involved a multiplicity of
acquisitions, piece-by-piece process of divestments, and creation of joint ventures and
non-equity alliances, Only rarely did Danone enter a country through greenfield start-up.

o Acquisitions: Between 2000 and November 2010, Danone acquired 37 com-
panies (including YoCream in the US and Numico in the Netherlands). In
addition, it acquired minority stakes in 26 companies. It divested 34 compa-
nies, including its entire biscuit division.
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The Businesses

Danone was organized into four business areas:

e Fresh Dairy Products accounted for almost 60% of total sales, giving Danone

a global market share of about 27%. Danone’s dairy products comprised a
number of yogurt and fromage frais products sald under the brand names
Danone (Dannon in the USA) and Gervais. Recent growth had come from
several new product lines: probiotic products sold under the Actimel

and Activia brands (Bio i certain countries), low-fat products (Taillefine,
Vitalinea, and Ser), and products formulated specially for children under
the Danonino, Danimals, and Petit Gervais brands. Fresh dairy products

were formulated to meet the nutritional needs and preferences of individual

national markets. In China, Bio (sold as Activia in most other countries)

established market leadership in the “digestive comfort” category. In South
Africa, Nutriday, a yogurt product, has been Danone’s lead dairy product. In
Indonesia, Danone’s chocolate milk drink Milkuat Pouch was relaunched as a
frozen yogurt. In countries lacking refrigerated distribution networks, Danone
relied on localized micro-plants and designed its products for longer shelf-life

at room temperature.

e Water Danone was the world’s second-largest supplier of bottled water
(after Nestlé€), It combined global brands Evian and Volvic with a number

of strong local*brands—Aqua in Indonesia, Mizone in China, and Bonafont

in Brazil and Mexico. Emerging markets (particularly in Asia and Latin

America) were especially attractive, because of the health advantages of bot-
tled water over both sweetened soft drinks and alternative sources of drink-

ing water.

e Baby Nutrition: Infant formula, to complement breast-feeding, comprised
three-quarters of the sales of the Baby Nutrition division. The remaining
quarter was made up of sales of cereal-based and other solid foods for
infants and toddlers. Sales were mostly under Jocal brands, with products

formulated to meet local needs. Western Rurope, especially France and the
UK, was the biggest market for Baby Nutrition, but the most rapidly growing
markets were in Asia, especially China and Indonesia. In Indonesia, Danone’s

SGM and Gizikita brands emphasized affordability.

o Medical Nutrition comprised a range of products designed to meet the
nutritional needs of people with specific nutritional needs as a result of

old age, illness, or medical treatment and convalescence. The 2007 acquisi-

tion of Numico had positioned Danone as the European market leader in
this sector. Danone regarded medical nutrition as “the most attractive seg-
ment in the food industry today” as a result of its growth, potential for
innovation, and lack of cyclical vainerability. It also represented a chal-

lenging market for Danone since it required “very extensive research, unre-

mitting communication with healthcare and regulatory authorities and a

special distribution system.” Danone aimed at developing global brands for

its medical nutrition products, including Nutricia, Neocate, Fortimel, and
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Respifor. Danone’s entry into medical nutrition represented a return to its
{ origins: Danone was initially founded in 1919 by Dr Isaac Carasso, who had
o produced yogurt that was sold through pharmacies to counter a variety of
ailments.
Tables 1, 2, and 3 show the breakdown of Danone’s sales and profits by business
and by region.
‘Danone During 2011, Russia displaced France as Danone’s largest market in terms of
Lsigei sales. This resulted from the Unimilk merger. In terms of percentage share of total
12
s from
[
fine, _ " TABLE 1 Net sales by husiness lines, 2000-2011 (€million)
ji;r 2011 % 2010 % 2009 % 2008 % 2007 % 2006 %
dividual _ Fresh 11235 582 9732 572 8555 5701 8697 571 8299 650 7933 657
ies) ' Dairy
South . Products
Jduct. In Waters 3229 167 2868 169 2578 172 2874 189 353% 277 3042 327
ched as a - Baby 3673 190 3355 19.7 2924 195 2,795 184  BO9Y© 6.3 na. —
5, Danone Nutrition
¢ shelf-life Sae Medical 1,181 6.1 1,055 62 925 6.2 854 56 133¢ 10 n.a. —
o Nutrition
Total 19318 1000 17010 1000 14,8982 1000 15220 1000 12776 1000 12,068 1000
ater
imber S Notes:
snafont i aWater sold in China under the Wahaha brand was not consclidated after July 1, 2007.

; - bBléding's sales and trading operating Income, previously included in Fresh Dairy Products figures, were integrated into Baby Nutrition
tin ;
fror 2007.
= of bot- ¢The 2007 data for Baby Nutrition and Meadical Nutrition relate to just two moniths of activity (Numico was acquired on October 31, 2007).
Sf drink- 4Includes sales of the Biscuit and Cereal Products business fine that were ncit sold to Kraft.
n.a. not avaiizble.
Source: Danone annual reports, various years,

srised

ning

for

Ddzd; TABLE 2 Trading operating income by business segment, 2006-2011 (€million)

anda the

r growing . 2011 % 2010 % 2009 % 2008 % 2007 % 2006 %

, Danone’s Fresh Dairy 1475 519 1365 529 1244 542 1224 539 1,133 668 1,08% €682
Products

the Waters 424 149 371 144 324 14.1 368 162 480 283 494 309

lt of : Baby Nutrition 798 249 635 246 536 234 435 215 7480 44 n.a. —

acquisi- Medical 236 83 207 80 190 8.3 189 83 7° 0.4 na. —

wder in Nutrition

ve seg- _ Total 2,843 1000 2578 1000 2294 1000 2,270 1000 169 1000 1,597 1000

for ‘g Notes:

-hal- a Blédina’s sales and trading operating income, praviously induded in Fresh Dairy Products figures, were Integrated into Baby Nutrition

zh, unre- from 2007.

nd a ) " The 2007 data for Baby Nutrition 2nd Medical Nutrition relate to just twa months of activity (Numico was acquired on October 31, 2007).

n.a. not avallable.
-ands for

Source: Danone annual reports, various years.
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TABLE 3 Net sales and operating income by region, 2006-2011 (€ millions) FIGUEF

2011 % 2010 % 2009 Yo 2008 % 2007 % 2006 %

Net Sales

Europe 10,809 56.0 9,449 55.8 8,960 598 9,524 62.6 7,670 60.0 6,814 565

Asia 2,862 148 2386 140 1,877 125 1,854 122 1,643 129 2,206 183

Rest of the 5,647 292 5,175 30.2 4,145 217 3,842 252 3463 274 3,048 253
world :

Total 19,318 1000 17,010 1000 14882 1000 15220 1000 12776 1000 12,068 1000

Trading operating income

Eurcpe 1,509 533 1483 575 1437 626 1,496 659 1,107 653 1,024 641
Asia 580 204 445 173 333 145 313 138 177 104 206 129
Rest of the 754 265 649 252 524 228 461 203 412 243 367 230
world :
Total 2,843 1000 2,578 1000 2,294 100.0 2270 100.0 1,696 100.0 1,597 1000 ) r
Note: |

Furope includes Western, Central, and Eastern Europe; Asia includes the Pacific regicn, Australla, and New Zealand; and the Rest of the
world includes North and Scuth America, Africa, and the Middle East.
Source: Danone annual reports, various years.

sales, Danone’s top-ten markets ‘were: Russia (119), France (11%), Spain (7%), the

US (7%), Indonesia (6%), Mexico (5%), China (5%, Argentina (5%), Germany (5%), “
and the UK (5%).
Organizational Structure _ , The ¢
: bers of %
] four bus
Group.e Danone is governed by a board of directors which at the beginning of 2012 compan:
comprised: Wher
business
e Franck Riboud, Chairman and Chief Executive Officer of Danone : Dairy By
e Emmanuel Faber, Co-Chief Operating Officer Calpis A
e Bernard Hours, Co-Chief Operating Officer of Danone acquisiti
e Bruno Bonnel, Chairman, Sorobot SAS Danone
e Richard Goblet d’Alviella, Vice-Chairman, Sofina SA ,to which
e Yoshihiro Kawabata, Managing Director, Yakult Honsha Co., Ltd ]flrlfmbsg
e Christian Laubie, College du Haut Conseil du Commissariat aux Comptes
e Jean Laurent, Chairman, Fonciére des Régions .
e Hakan Mogren, Company Director . Managi
e Benoit Potier, Chairman and CRO, L’Air Liquide SA
e Guylaine Saucier, Company Director Among [:
e Jacques Vincent, Chairman, CompassionArt level of ¢
e Isabelle Seillier, Chaitman, JPMorgan, France
e Jean-Michel Severino, Head of Research, FERDIL Our P

remain
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charge of an activity in a country is the decision-maker even if he operates in a
cultural environment which helps integration. Headquarters can merely suggest
options to hin, but cannot impose conditions. We think that there are more disad-
vantages than advantages in looking for synergies and the success of our decen-
tralised management can be seen in our Jocal brands in China and Indonesia, for
example. The desire to preserve our autonomy, while at the same time integrating
entities into organisational and cultural plans, led us to develop what we call the

networking attitude

Franck Riboud viewed decentralization as a key attribute in pursuing Danone’s
strategy of growth:

Now is the time to widen our lead on competitors and I'm convinced that Danone
is well equipped to do that. We have the right culture for it, and our lean, decen-
tralized organization gives the managers of our subsidiaries full responsibilitcy—the
most effective motivation. That agility, that freedom from unnecessary constraints,
is an even more decisive competitive strength in our current environment.*

Decentralization allowed Danone to align its brands and products to the char-
acteristics of local markets. Danone both retained and continued to introduce local
brands when most other consumer goods multinationals were migrating consumers
from national to global brands. Decentralization also meant that Danone could be
quicker than competitors in planning and launching new praducts: Danone’s front-
line managers could execute new initiatives without the need for extensive consulta-
tion or approvals from above. Such flexibility and speed were central to Danone’s
goal of quickly establishing itself as a leading player in markets which were develop-
ing rapidly. Thus, in Asia where the demand for dairy products was growing rapidly,
Danone sought to move quickly in creating products with high customer accept-
ability and sought to ensure extensive distribution.

However, for Danone to add value to iis individual business unifs, it needed to
coordinate across its national subsidiaries in order to realize the benefits from global
brands, centralized R & D, global products, and the sharing of know-how and best
practices. As a result, Danone had put in place a number of systems in place to
facilitate communication and coordination and create what Franck Mougin referred
to as its “networking approach.” At the basis of this coordination is an ERP system
implemented by Accenture in 2000. This provides Danone with the information plat-
form and standardized processes that facilitate communication, coordination, control
and the exchange of good practices throughout the company.

Reconciling coordination with decentralization was reinforced by cultivating and
diffusing a common approach to management. Danone’s leadership development
program aimed to develop team leaders “in a distinctive leadership culture inspired
by our Danone Values and leveraging the strengths of the Danone Leadership
CODE (Committed, Open, Doer, Empowered). Leadership development involved
one-week residential programs at the Danone campus for groups of between 100
and 300 managers and Danone Learning Solutions—training programs that could
be used by managers in any location. One feature of Danone’s management devel-
opment was an emphasis on team learning, including its “High Performing Teams
Accelerator Workshop” and “Innovation Labs” methodology to develop collaborative

approaches to breakthrough solutions.”
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fg’;; Knowledge Management

disad-

lecen- Danone’s knowledge management provided the organizational mechanisms for

ia, for solving problems and sharing know-how. According to Benedikt Benenati, former

rating Director of Communication and Development, the key feature of Danone’s knowl-

all the edge management system was its simplicity. In preference to formal knowledge
sharing devices such as databases and PowerPoint presentations, Danone encap-
sulated ideas and experiences in pictures, videos, and stories. Communication

JYanone's mechanisms included peer-to-peer problem resolution in which a manager with
a problem became 2 “taker,” a manager with a possible solution a “giver,” and
exchange was mediated by a “facilitator.” Once a problem was resolved it became

lanone a “nice story.” For broad-based sets of problems where a wider exchange of

decen- know-how was needed, Danone established a “Market Place.” The first of these

y—the was for R &D managers. To brief participants to Market Place sessions, Danone

traints, produces a “Little Book of Practices” in which “good” (not necessarily “best”)
practices were listed. The various devices used to simplify knowledge sharing,
includes “Message in a Bottle,” in which a participant is allowed just two minutes

the char- to outline a problem and request assistance, and where knowledge can be physi-

uce local cally shared.

Jnsumers Because of Danone’s geographical spread, most knowledge sharing and problem

could be " solving must occur through virtual mechanisms using the group’s intranet. Here the

1e's front- key tool is Danone’s “Who's Who” directory that allows each manager to identify

consulta- colleagues with relevant expertise.?

Danone’s Danone’s informal system of knowledge management*was viewed by Mr

- develop- Riboud as entirely consist with its management system: it allowed a high level of

\g rapidly, decentralization of initiatives and problem solving and used lateral rather than

ar accept- vertical communication. Also, the process lent itself to be applied within the dif-
ferent local contexts according to the different working cultures and attitudes.

reeded io It has been likened to a neural system in which Danone’s individual subsid-

om global iaries were linked with regional knowledge hubs located in Paris, Barcelona,

r and best Amsterdam, Moscow, New York, Buenos Aires, Shanghai, and Singapore, and

1 place to these hubs are linked with one another. The system allowed adaptability to local

1 referred conditions, a multiplicity of stimuli, and a linking of stimuli to responses in the

RP system form of actions.?

ation plat- As a central strategic thrust for the whole company, research and development

n, control played a key role in linking the Danone global network in its mission to “bring
health through food to as many people as possible” Danone Research employed

sating and 1,200 technical personnel in 15 different countries developing expertise ir:

relopment

e inspired e microbiology, yogurt starters, and probiotics

.eadership e clinical research and epidemiology

t involved e human nutrition and physiology

tween. 100 e immunology

that could .

lent devel- e neurosciences

ing Teams e metabolic programming

llaborative ® water sciences

e food design, food preservation, and packaging.
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Danone operated two major research centers, the Daniel Carasso Centre outside
Paris and the Centre for Specialized Nutrition in the Netherlands. These centers were
involved with over 200 scientific partnerships throughout the world. The research
efforts of the two corporate research centers were closely linked with R & I activi-

ties conducted by four business groups.

””};fi'nciples and _Values

At the core of Danone’s management system was a set of principles and values that
were first enunciated by Antoine Riboud in 1972. Underlying them was the belief
that there could be no sustainable business development without human development.

In 1996, Danone established a working group to identify the central values
which Danone represented and aspired to. Three values were identified: Openness,
Enthusiasm, and Humanism, to which a fourth, Proximity, was added in 2004,
Danone’s commitment to these values guided its relationships with its employees, its
customers, the communities within which it operated, and the natural environment.
Tn 2008, Franck Riboud reiterated Danone’s commitment to social responsibility:

An enterprise exists and lasts only because it creaies vahie for society as a whole
. The raison d’étre of the enterprise lies in its social usefulness. It is to serve soci-
ety and mankind, in the everyday lives of men and women, through the products,
services, employment or even the dividends it provides”. In today’s economic con-
text, this commitment is more relevant than ever in helping to realise the Danone
mission: to bring health through focd to as many people as possible.™

Danone’s human resource policies were articulated in a document first published
in 1974 and now in its fourth edition. Every Danone business was required to
uphold International Labor Organization conventions as well as committing to the
development of skills and talents among all employees and to innovation through

diversity.
In relation to environmental sustainability, Danone’s programs included:

e climate change; in 2009, Danone committed to reducing its output of CO, per
kilogram of product by 30% by 2012, and its energy consumption by 20%;

e biodiversity: Danone established targets for protecting and restoring biodiver-
sity through its production and sourcing policies.

® protection of water sources;
e redesigning packaging to minimize its environmental impact;
e supporting eco-friendly agrculture.

In 2009, Danone created the Danone Ecosystem Fund with a budget of €100
miilion to support projects that created sustainable jobs in activities directly related
to Danone’s activities, particularly in agriculture and distribution. Projects included
Proxicity, a new distribution service for independent local retailers, and the creation
of cooperatives of small milk producers in Ukraine.

Danone’s pursuit of social and environment responsibility was not driven only by
altruism: Riboud believed that the pursuis of broad social and environmental goals
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also created revenues and profits for the company, Danone’s values were seen as
integral to its whole approach to business: “the group has developed a uniquely dis-
tinctive corporate culture emphasizing responsiveness, adaptability and the ability to
accelerate innovation through networking. Operational responsibilities are broadly
decentralised.” This culture and the commitment to social goals that it reflected
were seen as central to Danone’s business model:

The group’s management believes that this business model constitutes a key
competitive advantage. It is primarily a factor in collective efficiency and internal
motivation. It is afso a factor that is strongly appealing, given the increasing sensi-
tivity of employees to the notion of the enferprise being competitive and socially
responsible. Finally, it is a powerful lever for developing a relationship of trust
between the company and its partners.’

The integration of business performance with the creation of social and environ-
mental value took the form of a three-year strategy launched by Danone’s executive
committee in 2009. The strategy involved four strategic priorities:

© Health: Sirengthening of the group’s ability to deliver relevant benefits that
address issues of nutrition and health.

® For All: New business and economic madels to provide quality nutritional
solutions to people with low purchasing power in a growing number of
countries around the world.

® Naiure: Accelerating the momentum to take into consideration environmental
impacts through the reduction of water and carbon footpriat.

® pPeople: The company evolving as a venue for development for all employees
and encouraging their involvement in social programs,

Emergjng Mafket Strategy

The close linkage between Danone’s strategy, its values, and iis management systems
and style were particularly evident in its approach to emerging markets. Danone was
attracted to emerging countries primarily because of the growth opportunities that
they offered: between 1996 and 2011, the proportion of Danone’s sales from outside
Western Europe had grown from 21 to 62%. At the heart of Danone’s strategy for
2012-2014 was growth in the “MICRUB” countries—Danone’s acronym for Mexico,
Indonesia, China, Russia, the US, and Brazil'® At the same time, Danone’s more
mature European market would play a key role in generating the financial resources
needed to fund expansion in these emerging markets and providing the expertise
and products to fuel international growth: some of Danone's greatest successes in
Asia-Pacific were with dairy and baby products first developed in Europe.
Danone’s country business tnits in emerging markets were expected to be inno-
vative and responsive in adapting to local needs and local opportunities. At the same
time they were encouraged to build upon Danone’s existing brands, existing prod-
uct platforms, the expertise of other country units, and its wealth of research-based
nutritional knowledge. For example, Danone’s efforts to combat nutritional deficien-
cies deployed its flagship brand for children, Danonino. This provided a product
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platform that could be adapted to the nutritional requirements of children in the
fourteen countries where it was distributed. In Brazil, for example, it was enriched
with calcium, iron, zing, and vitamins E and D; in Mexico, the main additive was
iron to counter anemia; in Japan, with vitamins A and D; in Spain, with calcium; in
France, with vitamin D; and in Russia, with iodine and vitamin D.

As part of Danone's “For All” theme, the company linked social development proj-
ects with the goal of affordability. In 2005, Danone collaborated with Muhammad
vunus of the Grameen Group to establish the Danone Communities Fund to sup-
port businesses that furthered economic and social development within low-income
communities. Supported projects included:

e Grameen Danone Foods, which provided micronutrient fortified yogurt to
children in Bangladesh for 6 cents a carton. The plant, about 200 km north
of Dacca, was a mere one-hundredth the size of most of Danone’s yogurt
plants. It used milk bought from famers in local villages, and was distributed

_ by a network of local women who sold it door-to-door.

e La Laiterie du Berger (The Shepherd’s Dairy) collected and processed milk
from local cattle herders in Senegal.

e 1001 Fontaines pour Demain (1001 Fountains for Tomorrow) distributed
drinking water in rural Cambodia.

By 2009, these initiatives to support nutrition and development among cominu-
nities of poor people were broadened into Danone’s Base of the Pyramid (BOP)
program. BOP operated as a business unit within the Fresh Dairy Products group,
where it coordinated-initiatives involving smaller, more flexible plants; new product
formulations and packaging; and new disiribution channels.

Future Challenges

For all of Franck Riboud's success at transforming Danone and setting it upon 4
sustainable growth path, Danone’s financial results were far from spectacular. For
the period 2000 to 2009, Danone’s sales showed little overall growth (Appendix 2),
while profitability had been below that of its two major competitors, Nestlé and
Kraft Foods (Appendix 3).

Given the trend in the food and beverage industry toward consolidation Clable 4),
Danone remained vulnerable. In 2005, Danone was rescued from a takeover bid by
PepsiCo only by the intervention of the French government.

Riboud was convinced that Danone’s strategy was pointing the company in the
right direction. With the sale of the biscuits division, the acquisition of Nurmico, and
its emphasis on expansion in emerging markets, Riboud believed that Danone’s
strategy was now well aligned with its mission statement of “bringing health through
food to as many people as possible.”

Some uncertainties as to Danone’s business portfolio still remained. In particular,
should Danone continue to hold onto its water business, or should it sell it to one
of the eager potential buyers (most likely one of Japan’s leading drinks companies:
Suntory, Kirin, or Asahi).** Of greater concern o Riboud was the need for Danone
to strengthen its competitive position relative to rivals. With consolidation in the
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TABLE 4 Mergers and acquisitions in the food and bever

18C sector, 2010-2011

Acquired Acquirer AmOUﬂt(Sbillion)
Cadbury PLC (UK; chocolate) Kraft Foads {US) 153 T
Danisco {Denmark; food additives, DuPont {Us) 65
biofuel
Del Monite Focds (US; fruit, juices) KKR and other private equity 53
groups
Winn-Bill-Dan Foods (Russia; dairy PepsiCo (US) 54
products, juices)
PEG's Pringles business (US; Diamond Foods (US) 24
snack foods)
Yoplait (France; yogurt and dairy General Foods (US} 12
products}
Prometheus tabs (US: nutritional Nestlé (Switzerland) 11
solutions to gastrointestinal
ailments)
Hansa-Milch (Germany; dairy Arlan Foods (Sweden/Denmark) Not disclosed

products) and Allgduland-Kasereien
{Germany; dairy products)

Note:
KKR: Kohiberg Kravis Roberts.

industry—especially in dairy products, and with so many companies investing in
the field of medical nutrition, and with constant pressure from the bargaining power
of giant retailers such as Wal-Mart, Catrefour, and Tesco-—Danone was likely to face
increasing competitive pressures. As a result, attaining competitive advantage was
critical to achieving satisfactory levels of profitability and growth. Riboud and his
executive team were convinced that the group’s emphasis upon quality, affordabil-
ity, and innovation directed toward health benefits was consistent both with market
opportunities and with Danone’s capabilities. However, 2 key issue was whether
Danone’s efforts were too fragmented and whether it was gaining sufficient benefit
from cross-border linkages. For all of Danone’s commitment to decentralization and
local autonomy, Riboud was well aware of the advantages of global integration in
purchasing, brands, and new product development.
In 2009, Riboud called for increased efforts to exploit cross-border synergies:

Ties and communication among the units within each business line are now func-
tioning well, but there is room for improvement in relations between business
lines and between our operations in Europe and those in other parts of the world.
Cross-company operation is perhaps partly a question of struchure, but it is above
all a matter of attitade. We want the people in the group to learn to work together,
whatever the product lines they are concerned with. We need a rea) cultural revo-
lution in this area. Which does not mean any dilution of the principle of decen-
tralized operation: operational management remains the responsibility of business
units, which are now larger and have more resources. Qur aim is not centralization,
but greater collective efficiency.
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To achieve that, we are making some changes in the role of management at Group
level. In the past, the Group supported its business units from behind the scenes,
but it now needs to take center stage. Instead of confining itself to finance and
human resources management, it has extended its reach by stages to areas such as
research and purchasing over the past few years and, more recently, to the use of
the Danone signature and certain aspects of relationships with retailers.”?

Despite progress in strengthening Danone’s corporate functions—notably IT, HR,
and research—Danone was still unique among its peers in terms of the extent of its
decentralization and the scope of decision making authority that was given (o the
heads of its country business units. Riboud was convinced that Danone’s collabora-
tive culture was superior to conventional, authority-based management systems in
terms of fostering flexibility and initiative. But how could this be adapted to become
more effective in ensuring more effective cross-border integration of purchasing,
marketing, and new product rollouts and stronger unity around the values and stra-

tegic priorities of Danone?
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Appendix 1: Danone’s s Operatmg Sub51d1ar1es (fully consohdated

companies)
FRESH DAIRY PRODUCTS
Algeria Danone Djurdjura Algerie Italy Danone Spa
Argentina Dancne Argentina (99%) Japan Dancne Japan
Austria Dancne Gesmbh Kazakhstan Danone Berkut Lip {46%); Danone (519%)
Belgium NV Danone SA Mexico Danane De Mexico; Derivados Lacteos (60%)
Belarus Dancnebel (519%;) Netherlands  Danone Nederland BV; Danone Cis Holdings BV (883%)
Brazil Danone Ltda Poland Danone Sp Z0.0
Bulgaria Danone Serdika Portugal Danone Portugal SA (56%)
Canada Danone Canada Deliste Romania Danone SRL
Chile Danone Chile Russia Danone industria (51%); Danone Valga (46%);
Unimilk (50%)
China Danone China Ukraine Unimitk Ukraine (50%); Dancne Ukraine (51%);
Danone Dnipro {51%)
Colombia Danone Algueria (93%) Saudi Arabla  Alsafi Danone Co. (50%)
Croatia Danone Serbia Dancne Adriatic
Cyprus Dairy Jv Holdings Ltd (51%) Slovakia Danone Spci
Czech Republic  Danone AS Slovenia Danone Slovenia
Egypt Danone Dairy Egypt; Dancne  South Africa Danone Southern Africa Ltd; Mayo (70%)
Dairy Farm
Finland Danone Finland S. Korea Danone Korea
France Danone Produits Frals; Spain Danone SA {58%); Danone Canaries (48%)
Dansource; Stonyfield France;
Dancne Chiquita Fruits (519}
Germany Danone Gmbh Sweden Danone AB; Proviva AB (51%); Lunnarps AB (51%)
Greece Dancne Greece Switzerland Danone Switzerland
Guatemala Danone Guatemala Thailand Dangcne Dalry Thailand
Hungary Danone Kit Turkey Dancne Tikvesli
Indla Danone India UK Danone Ltd
Indenesia Pt Dancne Dalry Indonesia Uruguay Danone (Fort Massis)
[ran Danone Sahar (70%) us Dannen Company; Stonyfield Farm (85%); Swirl Co,;
Yocream
Ireland Danone Ltd
WATERS
Algeria Danone Tessala Boissons fran Damavand (70%)
Argentina Aguas Danone Mexico Bonafont; CGA; Aga Pureza (50%)
Belgium Danone Water Benelux Poland Womir Spa; Zywiec Zdroj
Brazil Danone Water Bresil Spain Aguas Font Vella Y Lanjaron {75%)
China Danone Premium Brands; Robust Drinking Water Switzerland Evian Volvic Suisse
{92%); Shenzhen Health Drinks
Denmark Agua D'or (90%) Turkey Danone Hayat
France Evian: Volvic; Seat UK Danone Waters (UK and Ireland
Germany Danone Waters Deutschland Uruguay Salus (94%}
India Danone Narang Beverages (51%) us Danone Waters of America
Indonesia Aqua {PtTirta [nvestama} (74%)
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BABY NUTRITION
Argentina Kasdorf SA; Nutricia Bago SA (51%) Latvia Nutritia Latvia
Australia Nutricia Australia Pty Ltd Lithuania Uab Nutricia Baltics
Austria Mijupa Gmbh Malaysia Dumex {Malaysia) Sdn. Bhd.
Belgium NV Nutricia Belgié Mexico Dancne Baby Nutrition Mexico, SA
Brazil Support Produtes Nutricionais Ltda Netherlands Nutricia Nederland BV; Nutricia Cuijk BV;
Nutricia Export BY; Danone Trading BV,
Danone Research BY
China International Nutrition Co. Ltd New Zealand Nutriciz Ltd (NZ)
Colombia Dancne Baby Nutrition Colombla Poland Nutricia Polska (50%); Nutricia Zzklady
Produkcyne {50%)
Czech Republic Nutricia AS, Nutricia Deva AS Portugal Milupa Comercial SA
Finland Nutricia Baby Qy Ltd Romania Milupa SRL
France Blédina; Danone Baby Nutrition Africa Russia Ojsc Istra Nutricia Baby Food; LLC
& Overseas Nutricia
Germany Milupa Gmbh; Central Laboratories Siovakia Nutricita Slovakia SRO
Friedrichsdotf Gmbh
Greece Nurnil Hellas SA Spain Numil Nutricion SRE
Hong Kong Danone Baby Food Co. (HK) Ltd Switzerland Milupa SA; Danone Financial Services SA
Hungary Numil Hungary Kft. Thailand Dumex Ltd Thalland {999%6)
Indonesia Pt Nutricia Indenesia Sejahtera; Pt Sari - Turkey Nurrilt Turkey Try
Husada; Pt Sugizindo
fran Mashhad Milk Powder industries Co. Ukraine Nutricia Ukraine LLC
(6096}
Ireland Nutricla lreland Ltd UK Nutricia Ltd
ltaly Mellin Spa Vietnam Danone Vietham Company Lid
Kazakhstan Nutricia Kazakhstan LLP
MEDICAL NUTRITION
Argentina Advanced Medical Nutrition Indonesia Pt Nutricia Medica! Nutrition
Austria Nutricia Nahrungsmittel Gmbh Italy Nutricia [talla Spa
Canada Nutricia Canada Mexico Danone Medical Nutrition Mexico SA
China Nutricia Pharmaceutical Co. Wuxi Netherlands NV Nutricia; Gordia N
Colombia Nutricia Colombia Lida Norway Mutricia Norge AS
Denmark Nutricla A/S Spain Nutricia SRL
Finland Nutricia Clinlcal Oy Ltd Sweden Nutricia Nordica AB
France Nutricia Nutrition Clinigue SAS Switzerland Nutricia SA
Germany Pfrimmer Nutricia Gmbh UK Complan Foods Ltd; Scientific Hospital
Supplies International Ltd
Hong Kong Nutricia Clinical Ltd; Nutricia Clinical us Nutricia North America Inc.
Export Lid
Note:

For those subsidiaries thart are not 100% owned, the equity share is shown in parentheses.
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2011

2010 2009 2008 2007 2006 2005 2004 2003 2002 2001
Consolidated income statement data
Net sales 19318 17010 14982 15220 12,776 12068 13024 12,273 13,131 13555 14470
Net sales increase (%) 1357 1354  (156) 1943 587 (734 612 (653 (3.713) (63D 1.28
Trading 2943 2578 2294 2270 16% 1597 1,738 1608 1,604 1590 1,609
operating income
Operating income 2729 2488 2511 2187 1546 1,560 1,706 1559 1,604 1,590 1,609
Income before tax 2435 2483 2022 1603 1369 1,530 1596 1569 1474 1,938 672
Net income attribut- 2040 2043 1,361 1,313 4180 1353 1464 449 838 1,283 132
able to the group
Consolidated balance sheet data
Current assets 6,112 5895 4407 4888 4394 6,154 6118 5427 6537 9053 50386
Non-current assets 22314 22204 22466 21982 23182 10,702 10607 10652 4171 4092 5425
Total assets 28426 28099 26873 26865 27576 16856 16725 16079 14305 15275 16,900
Net debt G031 6,946 6,562 11055 11,261 2902 3572 4538 2692 2269 4827
Shareholders'equity 12,196 11,987 13,225 8644 9018 5823 5280 4256 4824 5807 5947
Current liabilities 6962 7203 5856 4898 6813 4248 4560 3781 n.a. na. na.
Consolidated cash flow data
Cash flow from operat- 2,605 2476 2000 1,754 1611 193¢ 1847 1694 1653 1641 2240
ing activitles
Cash flow frominvest- (767} {(552) 214 (569) (B098)  (263) 312 214 n.a. n.a. n.a.
ing activities
Ratios
Operating margin (%) 413 1468 1676 1491 1327 1323 1334 1310 1222 1173 1112
Current ratio 0.88 082 0.75 1.00 064 1.45 1.34 144 — — —
ROA (%%} 8.57 8.86 752 597 496 9,08 9.54 976 1030 1249 398
ROE (%) 1673 1714 1029 1519 4635 2324 2773 1055 1739 2209 222
Notes:

Figures in parentheses denote a loss.

ROA: Return on a sets (income before tax/total assets).

ROE: Return on equity.
n.a.; not available.

Sources: Danone annual reports; French GAAP from 2001 to 2003; IFRS from 2004 1o 2071.
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Appendix 3; Performance Comparisons for Danone’s Main | ~ "Notes "
Competitors, 2011 | L

S 1. Although Danor
Friesland Parmalat Tingyi pared to Wahah
. . a ft Food SpA Holdi C Venture was ent:
Danocne Mestlé SA  Campina NV*  Kraft Foods p olding Corp. Mr Zong, and th
were sold under
Revenues (Em) 16.3 68.7 g6 421 45 6.9 .. concerned a sat
Net income (€m} 204 8.06 022 2.75 0.17 04 to produce and :
Total assets (€bn) 284 838 57 727 27 34 _ of the joint vent,
Debt (Em) 50 183 0.7 209 0.1 0.5 : brand. See: Steve
Employees 101,886% 328,000 19,036 126,000 13932 64,309 : Lessons for Joint
Market capitalization (7 345 1517 na. 410 30 1.5 . nalawblog.com/I
May 2012, €bn) 3 September 28, 2C
Ratios 2 ; Daneshkh, “T
i i 14.1 150 42. 12.2 44 84 . tmes, November
Operatlng margin (%) 3 6.4 ; 3. The last of these
Net margin (%) 9.1 11.3 2.2 6.5 8 : cclded n 2000 oo
Revenue growth, +28.7 -56 +17.6 +44.7 +26 +66.7 ] usually known“z-
2009-2011 (%) ; of Danone’s biscL:
ROE (%) 103 13.8 10.1 10.0 43 186 : 4. Speech to the me
Asset turnover 0.56 073 1.68 0.58 1.63 1.79 Evian, October 12
{Revenues/assets) 5. F. Mougin and B.
Revenue per employee 185 209 507 334 324 73 : Latin Approach to
(k) - sentation, Les Ami
Operating profit per 31 31 21 40 14 9 6. Interview — April |
employes (€k)
Five-year total return +16 = +58 n.a. +62 —27 +235
to shareholders, to
May 2012 (%6}
Notes:
ROE: Return on equity.
Friestand Campina data is for 2008.
Bnctuding Unimilk,
n.a: not available.

Sources: Amadeus; companies’ annual repors.
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